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KEY ECONOMIC INDICATORS: ECUADOR (Millio 





Population: 8.6 million (end-1980 estimate) Area: 1 
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Money (currency, demand deposits) 1197 1 
Private Banks’ Time/Savings Deposits 228 
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Official Consumer Price Index-Annual % Incr. 13.2 
Central Bank Gross Int'l Reserves 685 
Central Bank Net Int'l Reserves 601 
External Public Debt (see text) 2589 2 
Registered External Private Debt (see text) 500 
Nominal Debt Service Ratio (%) (see text) 30.6 
Central Government Budget Revenue 932 i 
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BALANCE OF PAYMENTS/TRADE 


Balance of Payments (net change) 34 
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Exports of Ref. Pet. Products (cif) 91 
Exports of Bananas (fob) 172 
Exports of Coffee (fob) 281 
Exports of Raw Cocoa (fob) 50 
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Exports of Raw and Processed Seafood (fob) 89 

Total Imports (cif, licenses liquidated) 1321 1 
Imports from US, US Data, fas basis 609 
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llions of dollars, rounded,unless otherwise stated) 
a: 104,000 square miles 
irces: Central Bank, Embassy estimates 


‘tain 1979 figures are revised; 1980 figures are provisional 
1980 Latest 


1979 


9172 
1105 
2877 
a 
2. 
10. 
2. 
7429 


1400 
265 
968 

10. 
784 
631 

2662 

683 
40 

1136 

1136 
N/A 
N/A 


35 
-585 
2060 

816 
N/A 
919 
145 
200 
263 
42 
234 
123 
1320 
696 
N/A 


Foon 


% Change ~ 


6 
3 
3 


HRowo lS 


ron oO 


NOCOAN Wns 


. 
NR h& 


—: 
Ww oo 


Info if not 


12780 


1500 
2970 


1589 
281 
1210 


14. 


1084 
856 
2823 
783 


1440 
1944 
N/A 
N/A 


225 
~479 
2470 

659 


1359 
193 
237 
130 


181 
165 
1583 
622 
N/A 


Nov 30 
Nov 7 
Nov 30 


Jun 30 
Jun 30 


Sept 30 


Dec 15 
Sept 30 


% Change 
from prev. Estimate 


yearend 12 months 


39.3 
35.7 
4.3 


27 
28.4 


38.2 
35.7 
N/A 
N/A 


26.4 
71.2 


543 
-22.1 
19.9 
12.5 
47.8 
33.1 
18.5 
=o 
-28.5 
“23 
34.1 
25. 
23.8 


~N 


1981 


N/A 

N/A 

3105 
5 


2 

7 

4 
N/A 


N/A 
N/A 
N/A 
35 
N/A 
906 
3600 
1600 
30 
1776 
2232 
N/A 
N/A 


50 
-800 
2900 
N/A 


1740 
250 
N/A 
N/A 
N/A 
N/A 
N/A 
2080 
N/A 


% Change 
(Est) 


N/A 
N/A 


17.4 


28.0 
29.5 
N/A 
N/A 
N/A 
N/A 
N/A 
N/A 
N/A 








































SUMMARY: According to preliminary estimates by the Central Bank of Ecuador, 

the country's Gross Domestic Product grew by 4.3 percent in real terms during 

1980. The real growth in both 1979 and 1978 was 5.3 percent. In current prices, 
Ecuador's Gross Domestic Product reportedly rose to some $12,780 million at the end 
of 1980, equivalent to about $1,500 per capita. The manufacturing sector recorded 

a 10 percent real growth rate in 1980. The agriculture/livestock/fishing sector 

grew by a disappointing 2.5 to 3 percent, better than 1979's performance. Petroleum 
production declined marginally to about 74.8 million barrels, while total petroleum 
exports dropped from 44.7 million barrels in 1979 to about 40 million barrels last 
year. Total Ecuadorean exports in 1980 (f.0.b., licenses granted basis) were some 
$2,470 million, up about 20 percent in value terms from 1979. Exports of crude petro- 
leum ($1,359 million) and petroleum products ($193 million) accounted for some 63 
percent of the total. Imports rose by some 26 percent between 1979 and 1980, ex- 
ceeding $1,600 million (measured on a c.i.f., licenses liquidated basis) in the latter 
year. Despite a current account deficit, Ecuador recorded a balance-of-payments sur- 
plus (preliminary estimate) of some $225 million in 1980 and ended the year with $856 
million in net holdings of international reserves, equivalent to the value of about 
six months of imports at 1980 levels. Public external debt probably exceeded $3,000 
million at year end 1980, although obtaining timely and accurate information on 
Ecuadorean. external indebtedness remains a problem. According to the official con- 
sumer price index, the cost of living during 1980 rose by about 16 percent country- 
wide and 14.5 percent in Quito. 


During 1981, real growth of the Gross Domestic Product should be in the 4.5 percent 
range, or perhaps slightly higher if the Government succeeds in stimulating an in- 
crease in petroleum production and exploratory activities. Further steps to decrease 
the current disincentives to agricultural production caused by price controls on 


agricultural products and other factors could also enhance the country's growth pros- 
pects. The rate of inflation during 1981 will probably be in the 15 to 20 percent 
range. While increasing petroleum prices should ensure another balance-of-merchandise- 
trade surplus, the current account deficit will most likely be higher than in 1980. 

A 1981 balance of payments surplus in the $50 to $100 million range is quite possible. 
Ecuador should have a manageable fiscal situation and debt service ratio during 1981. 


The Government of Ecuador continues to recognize the crucial role played by the United 
States in assisting the process by which a democratically-elected government replaced 
the former military dictatorship. Reactivation of the economic and technical assist- 
ance programs of the U.S. Agency for International Development has been one concrete 
manifestation of continued U.S. support for Ecuador's consolidation of democratic 
institutions. Bilateral relations between the two governments were strained in late 
1980 by Ecuadorean capture of a number of U.S.-flag tuna boats and the consequent 
imposition of an embargo on Ecuadorean exports of tuna to the United States. Ecuador 
should remain an important market for exports of goods and services from the United 
States. Exporters of electric power equipment, construction machinery, petroleum 
industry equipment, telecommunications equipment, auto parts, and health and medical 
equipment have especially good prospects. The Government of Ecuador encourages foreign 
direct investment within the basic framework of the Andean Pact Foreign Investment 
Code. Ventures that would increase Ecuadorean exports or otherwise contribute to the 
achievement of the ambitious objectives of the 1980-1984 National Development Plan are 
especially welcome. The Embassy in Quito and the Consulate General in Guayaquil, work- 
ing closely with the Departments of Commerce, Agriculture, and State in Washington 

and the network of Commerce Department District Offices, stand ready to provide a 
variety of useful services to representatives of the American business community 
interested in broadening commercial relations between the United States and Ecuador. 





ECONOMIC SITUATION 


Economic Develo pment Ss 


According to preliminary estimates by the Central Bank of Ecuador, the Ecuadorean 
Gross Domestic Product (GDP) grew by 4.3 percent in real terms during 1980. Real GDP 
growth in both 1978 and 1979 was 5.3 percent. In current prices, the 1980 growth 
rate was 39.3 percent, resulting in a reported year end GDP of $12,780 million equi- 
valent, an average of roughly $1,500 for each of Ecuador's estimated 8.6 million 
inhabitants. The above-mentioned figures are subject to change during 1981. The re- 
visions could be substantial, since the Central Bank is undertaking a far-reaching 
reassessment of Ecuador's national accounts. The revision, which could affect many 
categories of Ecuadorean economic statistics, is expectéd to be completed by mid-1981. 


Figures for 1980 provide further evidence that the Ecuadorean economy is in a period 
of economic deceleration from the high rates of growth recorded in the mid-1970's 
"petroleum boom."" The slowdown in growth is attributable in large part to the low 
level of petroleum exploratory activities in the 1972-79 period, political uncertain- 
ties arising out of the 1978-79 "retorno" process under which a new constitution was 
approved and a democratically-elected civilian president and congress replaced the 
former military government, delays in public sector spending for major developmental 
projects, and continued problems with the long-troubled agriculture and livestock 
sector. 


Ecuador's democratically-elected government came to power on August 10, 1979, with the 
inauguration of President Jaime Roldos and Vice President Oswaldo Hurtado and the in- 
stallation of a 69-member National Chamber of Representatives. The subsequent poli- 
tical conflicts between the Executive and Legislative Branches of Government delayed 

the determination and implementation of the Roldos Administration's spending priorities, 
thus inhibiting public sector investment, and caused many private investors, particu- 
larly in the agriculture and livestock sector, to continue their "wait-and-see" atti- 
tude toward capital spending. : 


According to preliminary estimates, the value of manufacturing sector output grew by 
some 10 percent in real terms in 1980, which was the same as 1979's growth rate. 
Expansion of the country's food processing industry appears to have been the sector's 
strongest component, although manufacturers of durable goods and textiles also seem 
to have had a good year. The manufacturing sector currently contributes some 18 per- 
cent to GDP, almost equivalent to the country's long dominant agricultural-livestock- 
fishing sector. That sector recorded real growth of some 2.5 to 3 percent in 1980-- 
versus 2 percent in 1979--mainly on the strength of a 3.8 percent real growth rate 

in the livestock subsector and a 10 percent real growth rate in the smaller but grow- 
ing fishing subsector. Ecuador's forestry subsector also grew by a reported 10 
percent in real terms during 1980. Crop production, according to the Central Bank, 
grew by 1.8 percent in 1980--slightly more than half the rate of growth of Ecuador's 
population. In 1979, crop production decreased 2.6 percent. The poor performance 

of the crop production sector in recent years has been due to a number of factors 
such as the country's recently ended drought, lack of incentives to increase produc- 
tion because of "political prices" (prices for agricultural products such as milk, 
rice, and meat controlled at artificially low levels designed to benefit urban con- 
sumers), uncertainties among farm owners regarding agrarian reform programs, and 
inadequate credit facilities and crop marketing and distribution programs. The econ- 
omy's construction sector reportedly grew by some 4.2 percent during 1980, despite 
the negative effects resulting from sharp increases in workers’ wages and the intro- 
duction of a 40-hour work week. Expanded public housing construction programs con- 
tributed to the sector's respectable growth rate. 





Petroleum Sector 


Ecuador produced 74,770,180 barrels of petroleum during 1980, or about 204,290 

barrels per day. Production in 1979 was 78.2 million: barrels, or about 4.5 percent 
higher. The CEPE (Corporacidén Estatal Petrolera Ecuatoriana, the state oil company) / 
Texaco Consortium operating in Ecuador's eastern jungle region, was responsible for 
nearly all of 1980 production. The volume of total crude petroleum exports from 
Ecuador dropped from 44.7 million barrels in 1979 to some 40 million barrels in 1980, 
although crude petroleum export revenues went from $919 million in 1979 to $1,359 
million in 1980. The latter figure represented some 55 percent of Ecuador's 1980 
merchandise exports. Crude exports accounted for about 45 percent of the value of 
1979 merchandise exports. Falling petroleum production and the low level of invest- 
ment in the petroleum subsector caused the petroleum and mining sector to record 
negative real growth of about 6.2 percent during 1980. Non-petroleum mining subsector 
activity within the country continues to be negligible. The petroleum sector (includ- 
ing refining) contributes some 16 percent to Ecuador's GDP, although the sector employs 
less than 1 percent of Ecuador's economically active population. 


Declining petroleum production and the continued rapid rate of increase in the domestic 
consumption of petroleum products during 1980 resulted in a sharp drop in the propor- 
tion of total production available for export. For the first time since petroleum 
exports began in 1972, more than half (an estimated 55 percent in 1980) of total pro- 
duction was either refined domestically or labelled as "compensation sales" exports; 
that is, the export of crude, the proceeds from which are used to purchase refined 
products for domestic consumption. 


Balance of Trade and Payments 


The variety of incompatible measures of Ecuadorean merchandise exports and imports 
makes it difficult to determine the country's true balance-of-trade situation on a 
timely basis. Statistics on export and import licenses collected by the Central Bank 
exclude some categories of exports and imports such as petroleum exports made under 
barter arrangements and certain military and other public sector imports. There is 
also some cause for confusion between the Bank's "import licenses granted" and "import 
licenses liquidated" measures, although the latter is probably a less inaccurate mea- 
sure of imports. Official Finance Ministry trade statistics based primarily on cus- 
toms transactions. are several years late in appearing and also exclude certain public 
sector transactions. It is difficult, if not impossible, to correlate statistics on 
trade between the United States and Ecuador collected by the U.S. Department of Com- 
merce with Ecuadorean-source statistics. 


Keeping these caveats in mind, it appears that Ecuador recorded yet another sizeable 
balance-of-merchandise-trade surplus in 1980. Preliminary figures indicated the val- 
ue of 1980 Ecuadorean merchandise exports (f.o0.b. basis) was $2,470 million, up about 
20 percent from the revised 1979 total. On the basis of import licenses liquidated 
(c.i.f.), 1980 imports through December 15 were $1,583 million, up 25.7 percent from 
the previous 12 months. The balance-of-merchandise-trade surplus to December 15 was 
about $750 million, down somewhat from the $823 million surplus from the correspond- 
ing period of 1979. All of the foregoing 1980 figures are subject to revision. 


The increase in total export revenues between 1979 and 1980 was due entirely to the 
increase in prices that Ecuador obtained for its exports of crude petroleum and petro- 
leum products (mainly number six fuel oil). The total value of non-petroleum exports 
fell from $996 million in 1979 to $918 million in 1980. Petroleum and products ac- 
counted for some 63 percent of total 1980 export revenues. Per barrel crude export 
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prices varied between $31.03 and $40.25 during 1980; the average per barrel export 
price of $34.13 was 55 percent higher than 1979's average of about $22. 


Banana exports grew by about 18 percent in value terms between 1979 and 1980, although 
the volume of exports fell by 3 percent. Because of falling international prices, 
1980 was an extremely poor year for Ecuadorean coffee and cocoa exports. Exports of 
coffee and processed cocoa dropped sharply. Exports of seafood, particularly frozen 
shrimp raised on shrimp farms, continued to expand during 1980. Exports of manufac- 
tured products grew rapidly in percentage terms but continued to represent less than 
10 percent of total exports. 


Exports of goods from the United States to Ecuador, based on U.S. Commerce Department 
data, grew by almost 25 percent between the first nine months of 1979 and the first 
ninemonths of 1980, reaching $622 million for the latter period. The United States 
apparently continues to be the major source of Ecuadorean imports. A Central Bank 
source estimated that about 45 percent of Ecuador's 1980 imports through October came 
from the United States; the corresponding figure for CY 1979 was about 42 percent, 
although these figures might best be described as orders of magnitude estimates rather 
than concrete calculations. 


The United States probably remains the most important purchaser of Ecuadorean exports. 
Nine months data (U.S.-source) for 1980 indicate Ecuadorean exports of $659 million 
to the United States, up 12.5 percent from the corresponding period of 1979. Accord- 
ing to Ecuadorean statistics, the United States imports some 19,000 barrels per day 
of Ecuadorean crude petroleum and 20,000 barrels per day of Ecuadorean fuel oil; 

other important categories of imports have included bananas, cocoa, coffee, and sea- 
food products. Although few reliable figures are available, probably some 40 to 50 
percent of Ecuadorean exports are destined for the United States. 


Ecuador has traditionally recorded a current account deficit. The International Mone- 
tary Fund has estimated that 1979's deficit was $585 million; the 1980 deficit, ac- 
cording to preliminary Central Bank estimates, was $479 million. A deficit of this 
magnitude was more than counteracted by a substantial capital account surplus (attrib- 
utable to loans from international institutions and commercial banks and, to a lesser 
degree, foreign investment inflows). Preliminary figures place Ecuador's 1980 balance- 
of-payments surplus, as measured by the change in net holdings of international 
reserves, at $225 million, or more than six times the 1979 surplus. Although this 
figure is also subject to revision, it is probably more "solid" than the majority of 
Ecuadorean economic statistics. 


At year end 1980, the value of Ecuador's net holdings of international reserves were 
$856 million, up 35.7 percent from a year earlier. This level of reserves, the high- 
est in the country's history, is equivalent to the value of about six months of im- 


ports at 1980 levels. Gross international reserves were $1,084 million at the end 
of 1980. 


Previous reports in this series have highlighted the difficulties in obtaining a cur- 
rent and accurate picture of Ecuador's level of external public and private debt. 
Besides imcompatible systems of recordkeeping and the policy (recently relaxed some- 
what) of closely guarding information related to foreign borrowings for military arms 
purchases, the lack of explanatory information has limited the usefulness of what data 
are now available. We estimate that year end 1978 public external debt (including 
military) was on the order of $2,600 million, while private external debt registered 
with the Central Bank was about $500 million. The 1978 debt service ratio (servicing 
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on public external debt as a percentage of actual export earnings from merchandise 
and non-factor services) was about 30 percent. Revised figures for 1979 suggest 

that public external debt was $2,662 million at year end while private registered 
external debt had risen to $683 million. The Roldos Administration's self-imposed 
limitation on contracting new debt during the August 10 to December 31, 1979 period 
helps explain the limited net ‘increase in public external debt between 1978 and 1979. 
The nominal debt service ratio in 1979 was about 40 percent, although this figure in- 
cludes the $520 million refinancing loan signed in February 1979. The effective debt 
service ratio for 1979 was probably close to 1978's 30 percent. According to un- 
published estimates, the public external debt rose to $2,823 million by June 30, 
1980. The end of year figure probably exceeded $3,000 million. Private external 
debt rose by an estimated $100 million during the first half of 1980 and was probably 
in the $900 million range by year end. The nominal debt service ratio for 1980 also 
probably exceeded 40 percent because of large scale ($500 million) military debt 
refinancing during the second half of the year. The terms of these borrowings (seven 
year term, three year grace period, interest rate 3/4 of a percent above LIBOR) in- 
dicate that Ecuador retains a very good reputation among international commercial 
banks. 


Fiscal Performance 


During the first sixteen months of the Roldos Administration, spending by both the 
Central Government of Ecuador and the country's plethora of public sector corpora- 
tions, development institutions, and semi-autonomous agencies has risen sharply. 
Central Government budget expenditures appear to have more than doubled between 1978 
and 1980--from 23,800 million sucres ($952 million at the official exchange rate of 
25 sucres equals one dollar) in 1978 to an estimated 48,600 million sucres ($1,944 
million) in 1980. The latter figure is subject to revision. Although the data are 
even less reliable and timely, 1980 public sector spending outside the Central Gov- 


ernment Budget could have been as much as 55,000 million sucres ($2,200 million). 
Spending by the military for weapons procurement ("reserved" military budget) and 

by the state oil company probably accounted for about half of this total. The year 198C 
was the first full year of operation for the Development Bank of Ecuador (BEDE), an in- 
stitution that replaced the National Development Fund (FONADE). Information on 1980 
spending by BEDE and the National Participation Fund (FONAPAR) is not available. 


Increases in Central Government revenues have not kept pace with the rapid increases 
in spending. Current revenues for 1980 were some 36,000 million sucres ($1,440 mil- 
lion), compared with 23,300 million sucres ($932 million) in 1978, an increase of 55 
percent compared to the more than 100 percent rise in expenditures. Budget revenues 
would have been much lower had not the Ecuadorean Congress decided in late 1979 to 
allocate a much higher proportion of crude petroleum and fuel oil export revenues 
directly to the Central Government budget. The 1980 budget deficit, initially some 
15,200 million sucres ($608 million) was reduced to the manageable 5,000 million sucre 
($200 million) range through foreign and domestic borrowings, austerity programs, and 
the inability of some Ministries and public sector institutions to spend all the funds 
called for in the 49,830 million sucre ($1,993 million) "codified" Central Government 
Budget for 1980. 


Monetary Policy and Prices 


The Ecuadorean money supply grew by about 27 percent between November 1979 and Novem- 
ber 1980, reaching some $1,589 million equivalent at the end of that period. The 
Monetary Board (similar in functions to the Federal Reserve Board in the United 





States) has admitted that this rate of growth was higher than programmed, blaming 
the increase in part on efforts to make more credit available to agriculture and 
industry and in part on the increased need for funds as a result of the sharp in- 
creases in wages between 1979 and 1980. 


Ecuador operates a dual exchange market. Official and certain other transactions are 
made at the rate of 25 sucres equals one dollar. This rate has been in effect since 
1970. About 25 percent of foreign exchange transactions are channeled through the 
free market, where the exchange rate between the sucre and other currencies varies 
according to supply and demand. The Central Bank has occasionally intervened in the 
free market to strengthen the sucre. During 1980, the free market rate of the sucre 
vis a vis the dollar was generally in the 27 to 28 sucre per dollar range. Rising 
international interest rates tend to cause the sucre to weaken against the dollar. 
Ecuador follows a liberal foreign exchange policy, with unrestricted free market mone- 
tary exchange between the dollar and the sucre. 


Inflation in Ecuador accelerated during 1980 because of the higher minimum and other 
wages that went into effect on January 1, the reduction (effective October 1, 1980) 

of the Ecuadorean work week to forty hours, higher public sector spending, and price 
increases for staples such as sugar and milk. Ecuadorean importers also had to pay 
higher prices for raw materials and capital goods. Based on official consumer price 
index figures for the city of Quito, December to December inflation was 14.5 percent, 
almost fifty percent higher than during the previous twelve months. Officially- 
measured inflation country-wide was probably closer to 16 percent, much lower than 
that of Ecuador's neighbors. The magnitude of Ecuador's 1980 inflation as measured 
by the GDP deflator is not yet available. 


Income Distribution, Wages, and Employment 


Income distribution in Ecuador remains highly skewed, with an estimated 50 percent of 
the country's population (which totals about 8.6 million) "living on the margin of 
society or underemployed and not earning enough to escape the subsistence economy. 
One recent economic study done in Quito concluded that income inequalities in Ecuador 
grew worse during the decade of the 1970s despite macro-economic growth fueled by the 
"petroleum boom." The Roldos/Hurtado Administration recognized the dangers and in- 
justices of this skewed income distribution and is taking certain steps to remedy it. 
The Government's Integrated Rural Development strategy is the centerpiece of these 
efforts. 


Ecuador's minimum wages are among the highest in South America. On January 1, 1980, 
the minimum wage for industrial workers rose to 4,000 sucres ($160) per month. A 

year earlier it had been 2,000 sucres per month. Ecuadorean wages are now indexed 

to the previous year's rise in the consumer price index and vary according to occu- 
pational category. The basic industrial minimum wage effective January 1, 1981 ranged 
between 4400 and 5200 sucres per month depending on occupation. An extensive and 
complicated system of bonuses and other fringe benefits payable to workers raises the 
real wage to about 160 percent of the minimum wage. 


During 1980, Ecuador's economically-active population rose to approximately 2,724,000. 
The Minister of Labor recently estimated thatup to half this number are underemployed, 
with underemployment particularly prevalent in the countryside. At the same time, 

the Minister pegged official unemployment at 3.2 percent. Most private sector sources 
dispute the latter statistic; Quito's Chamber of Commerce estimates the city's 
unemployment rate as close to 10 percent. There is widespread agreement that Ecuador 





9 


has abundant unskilled labor but faces a serious shortage of skilled and managerial 
personnel. 


OUTLOOK FOR 1981 


The Ecuadorean National Development Council (CONADE), headed by Vice President Hurtado, 
is forecasting a real GDP growth rate of 5 percent for 1981, substantially below the 
6.3 percent projection contained in the 1980-84 National Development Plan. Hurtado 
bases his confidence that this year's growth rate will exceed 1980's on various factors 
including a higher volume of petroleum production; increased Central Government spend- 
ing for social programs, including housing, rural education and road building; an 
improvement in the agricultural/livestock sector; and increased private sector invest- 
ment. While petroleum production could approach 220,000 barrels per day on average 

(an increase of some 16,000 barrels per day or 7.6 percent from 1980), the remainder 
of Hurtado's assumptions may not be borne out. The performance of the agriculture/ 
livestock/fishing sector in 1981 could well be inferior to even 1980's meager results 
(an estimated 2.5 percent real growth), particularly if the Administration does not 
follow up on the steps taken during 1980 to reduce the disincentives to investment 

and production caused by price controls on agricultural products. Uncertainties over 
agrarian reforms and land invasions, as well as problems such as drought and disease, 
will continue to hinder the development of the sector. At this point, a GDP growth 
rate of 4 to 4.5 percent in real terms during 1981 is probably more realistic. 


The manufacturing sector could grow by only about 7 percent this year, while increased 
public works spending could permit the construction sector to record another year of 
growth in the 4 percent range. The reduction of the Ecuadorean work week from 44 to 
40 hours (effective October 1, 1980) will be among the factors adversely affecting 
the 1981 growth prospects of the manufacturing amiconstruction sectors. Ecuador's 
long-awaited hydrocarbons model contract might be promulgated by the President during 
1981, although actual initiation of exploratory activities by firms other than CEPE 
and Texaco must await not only promulgation of the contract but also what promise to 
be lengthy negotiations before additional firms can sign contracts. There may also 
be a further increase in CEPE exploration activities, such as possibly additional 
well drilling in the Gulf of Guayaquil and in southeastern Ecuador near the Rio Pro- 
tocol border with Peru. CEPE's selection of an international contractor for the con- 
struction of its planned 75,000 barrel per day oil refinery could give a large im- 
pulse to the state oil company's industrialization efforts and improve growth pros- 
pects in the construction sector. The petroleum/mining sector could hence record 
real growth in the 5 percent range in 1981. 


During 1981, the relative importance of petroleum exports is likely to increase fur- 
ther, despite an anticipated decrease in the volume of direct exports due to the need 
to devote an even higher proportion (perhaps 60 percent) of total production to sat- 
isfying domestic demand through domestic refining, "compensation sales," or barter 
arrangements. Nonetheless, total crude export revenues could approach $1,700-$1,800 
million, while revenues from fuel oil and other petroleum product exports could chal- 
lenge bananas as the second most important source of export earnings. Although sea- 
food exports will probably continue their upward climb, coffee and cocoa are unlikely 
to show substantial improvement from their dismal 1980 performances. 


Higher levels of imports caused by accelerating public sector spending will probably 
cause the 1981 balance-of-merchandise-trade to narrow from the healthy surpluses of 
1979 and 1980. The likely current account deficit will almost certainly be higher 
than the preliminary estimate of the 1980 deficit and will depend on a number of fac- 
tors in addition to the trade balance, such as interest payments on foreign debt 
(dependent on the international level of interest rates). Net capital inflows should 
make up for any current account deficit, however, A balance-of-payments surplus of 





10 
between $50 and $100 million is more than possible, assuming no serious problems in 
the country's petroleum sector. 


Net public and private external debt will increase during 1981, perhaps at a faster 
rate than was the case during 1980. This increase may be due to increased borrowing 
internationally by public sector entities such as CEPE and INECEL, the state electri- 
city institute. The Central Government has plans for contracting a $200 million Euro- 
dollar loan and issuing $100 million worth of dollar-denominated bonds in order to 
finance the major portion of the anticipated 1981 Central Government budget deficit. 
Year end 1981 public external debt could be in the $3,600 million, while private ex- 
ternal debt could be about $1,000 million. 


Total public sector spending could approach 120,000 million sucres ($4,800 million) 

in 1981. The approved 1981 Central Government budget calls for expenditures of 55,800 
million sucres ($2,232 million), although this figure could increase by up to 10 per- 
cent at the discretion of the President, and forecasts current revenues of 44,400 mil- 
lion sucres ($1,776 million), one-third of which is expected to come from that portion 
of crude and fuel oil export revenues that are earmarked for the Central Government 
budget. The Central Government's fiscal situation for 1981 appears to be manageable. 


Officially measured inflation this year is again likely to be in the 15 percent range, 
although at least one respected commentator is predicting a rate of 20 percent by mid- 
year and in the 25 percent range by year end. 


While rumors of a devaluation of the official exchange rate of the sucre will persist 
during 1981, there is little reason to expect such a move. On macroeconomic grounds, 
a devaluation would not only be unjustified but also counterproductive. The free 
market rate of the sucre will continue fluctuating, however. 


The 1981 Operative Plan 


While the 1980-1984 National Development Plan approved by President Roldos in March 
1980 contains the broad outlines of the Government's five year strategy and objectives, 
the 1981 Operative Plan should provide a clearer and more realistic indication of 
spending priorities and programs for the current year. The Operative Plan, still 
under discussion at the time this Report was prepared, is expected to contain certain 
readjustments to the Five Year Plan and provide more specific details concerning cer- 
tain major projects, such as the long-discussed new international airports for Quito 
and Guayaquil, the Paute and Agoyan hydroelectric projects, CEPE's planned 75,000 
barrel per day refinery, and others. The Operative Plan is scheduled to be approved 
by the Ecuadorean cabinet and President Roldos by mid-February. The Embassy will be 
reporting details of the Plan as they become available. 


IMPLICATIONS FOR THE UNITED STATES 
The Political Context 


The Roldos Government recognizes the positive and continuing role played by the United 
States in encouraging and supporting Ecuador's return to constitutional government. 

The reinstitution of the economic and technical assistance programs of the United 
States Agency for International Development has been one manifestation of this support, 
as was Ecuador's accession, on April 1, 1980, to the list of countries and territories 
eligible for the Generalized System of Preferences. The System offers duty free entry 


ed agg United States for a wide range of agricultural and manufactured products from 
cuador. 


Relations between the Governments of the United States and Ecuador were strained in 
. late 1980 by the seizure by Ecuador of ten U.S.-flag tuna boats for fishing within 





rk 


Ecuador's claimed 200 mile territorial sea without proper registration documents and 
fishing licenses. As a result of the seizures, the U.S. Government was required by 
U.S. law to impose an embargo on Ecuadorean tuna exports to the United States. The 
clear-cut conflicts between the U.S. and Ecuadorean laws and regulations regarding 
fishing rights will not be easy to resolve, although both Governments recognize the 
hazards that would come from an escalation of the dispute. 


Trade with the United States 


Ecuador has recorded a bilateral balance-of-merchandise-trade surplus with the United 
States in each of the past several years. While Ecuadorean exports to the United 
States consist mainly of crude petroleum, petroleum products, seafood, and agricul- 
tural commodities such as bananas, cocoa and coffee, the country's imports from the 
United States are more varied and include capital goods, raw materials, and, to a 
lesser degree, consumer goods. 


Ecuadorean import policies continue to be fairly liberal and are often characterized 
by flexibility and pragmatism. Because of its status as a "less developed member" of 
the Andean Pact, Ecuador is granted and takes advantage of exemptions from some of the 
Pact's more restrictive provisions on trade and investment. On the other hand, the 
Government has for some years pursued import substitution policies, particularly for 
consumer goods, and has discouraged the imports of what it characterizes as luxury 
goods. The Roldos Government has shown an increasing preference for government-to- 
government trade arrangements, including the barter of Ecuadorean bananas and other 
agricultural products for items of interest to Ecuador. Such arrangements often work 
to the disadvantage of prospective suppliers from the United States. 


For American companies not already represented in the Ecuadorean market, the appoint- 
ment of a qualified and aggressive local agent or representative is strongly recom- 
mended. It is usually preferable to appoint an exclusive agent for the country as 

a whole, particularly for items having a high unit cost. In situations where the 
Quito and Guayaquil areas are essentially two separate markets, the appointment of 
separate agents should be considered. In cases of contracts involving bidding pro- 
cedures, the employment of an Ecuadorean legal representative is mandatory. Some 
U.S. companies also appoint a commercial or sales representative. In recent months 
the importance of having a well-connected agent in Ecuador has increased, both because 
an acceleration in public sector spending has created additional sales opportunities 
and because a higher proportion of such opportunities are being handled through pro- 
curement mechanisms other than well-publicized international calls for bids. 


For exporters of goods and services unable to visit Ecuador, the Agent/Distributor 
Service offered by the Department of Commerce in cooperation with the Embassy and 
Consulate General in Guayaquil is often an appropriate way to go about entering the 
Ecuadorean market. An alternative might be participation in a single company promo- 
tion or other trade promotion event sponsored by the United States Government. During 
1981, the Embassy and Consulate General will participate in multi-company events pro- 
moting concrete housing systems, safety and security equipment, aviation equipment, 
energy systems, and construction machinery. There will also be a pavillion featuring 
U.S.products at the Guayaquil International Fair opening on October 6. The final 
section of this Report contains information on how representatives of the American 
business community may participate in the U.S. Government's wide array of export 
promotion activities. 





Best Prospects 


The continued influx of petroleum export revenues and the Roldos Government's com- 
mitment to increased public sector spending are among the more important factors 

that should assure that Ecuador remains a strong and growing market for a wide range 
of goods and services from the United States. In general, products from the United 
States are well regarded by Ecuadorean importers, particularly if the exporter is 

able to provide support services and spare parts; training, including Spanish language 
manuals and instructions for technicians; and flexible financing terms. The ability 
to make rapid deliveries is also an important consideration and one where many sup- 
pliers from the United States are facing strong competition from foreign exporters. 


Over the next year to 18 months, sectors having the best prospects for incremental 
sales include the following: 


- Electrical power equipment, such as steam, gas, and hydraulic turbines and parts, 
transformers, power regulators, and switchgear and switchboard apparatus. For these 
and related products, the major end-users are INECEL, the State electricity institute, 
and regional power distribution authorities. Several of the major projects included 
in the 1980-84 National Development Plan are concerned with the construction of hydro- 
electric plants and transmission lines; the Government is also supporting the develop- 
ment of small-scale hydroelectric projects and solar heating. American companies 
willing to form consortia to bid against major foreign competitors and to provide 
flexible and innovative financing terms stand the best chance of participating in 

this expanding market. The Department of Commerce will be organizing an Electric 
Power Equipment Seminar Mission to visit Ecuador in July 1982. 


- Construction machinery and equipment, such as tractors, shovel loaders, scrapers, 
graders, rollers, power cranes, and drag lines. Major end-users include the Ministry 
of Public Works, Army Corps of Engineers, and private construction companies, some of 
which work under subcontract to CEPE, the state oil company, the CEPE/Texaco consor- 
tium, and provincial and local public sector entities. Rural development projects, 
including roadbuilding and housing construction; housing projects for the urban poor; 
and increased exploratory and pipeline construction activities by CEPE or its sub- 
contractors are certain to offer increasing sales opportunities to suppliers of con- 
struction machinery. Again, suppliers from the United States will find both the ap- 
pointment of a qualified agent and the offering of attractive financing to be almost 
essential to winning contracts. A Construction Machinery Seminar Mission is scheduled 
to visit Ecuador in November 1981. 


- Petroleum industry equipment, such as pumps, refinery equipment, parts and accessor- 
ies for oil well drilling equipment, and pipe. Petroleum projects are well repre- 
sented in the National Development Plan, including the construction of a 75,000 barrel 
per day refinery; expansion of the existing CEPE refinery; accelerated exploratory 
programs; secondary recovery techniques in fields operated by Texaco on behalf of the 
CEPE/Texaco consortium; and construction of a lubricants plant and two fertilizer 
plants. A petrochemical complex is planned for the mid-1980s. Texaco and CEPE are 
the current major end-users, although additional foreign companies may sign hydro- 
carbons exploration contracts with the Government of Ecuador in late 1981 or in 1982. 
In late 1980 CEPE established a buying office in Houston, which is located at 1980 So. 
Oak Post Road, Houston, Texas 77027, telephone 713-850-1601. 


- Telecommunications equipment, including telephone switching and switchboard equip- 
ment; telephone carrier equipment; repeater equipment; and commercial radio communica- 
tions equipment. Major end-users include IETEL, the national telephone authority; 

the Ministries of Defense and Government (Police); and Ecuadorean television and radio 
stations. IETEL priorities include provision of voice communications links to the 





country's vast rural areas; establishment of a comprehensive telephone network in 
Ecuador; and eventual replacement of some of the more antiquated and failure-prone 
components of the current telephone/telex system. While Ericson of Sweden has been 
supplying the bulk of Ecuador's telecommunications in recent years, quality products 
from the United States, provided they are compatible with existing equipment and 
supported by rapid delivery and follow up servicing, have good sales prospects. 
Products incorporating state-of-the-art technology are likely to have an advantage in 
the market. 


- Auto parts and accessories such as brakes and parts, parts for gasoline and diesel 
engines, tires, engine electrical equipment, and measuring and dispensing pumps. 

These products are usually sold through agents and distributors to the large and grow- 
ing number of retail outlets. While high import duties and an increasing tendency of 
Ecuadoreans to purchase non-U.S. subcompacts are factors limiting future prospects, 
the market should remain lucrative over the next few years. 


- Health and Medical Equipment, such as electromedical equipment for human medicine, 
X-ray apparatus, medical-surgical furniture, and syringes. The health care field in 
Ecuador is dominated by a number of public sector agencies, including the Ministry 

of Public Health; IESS, the Ecuadorean Social Security Institute; the Armed Forces of 
Ecuador; and the National Police. The Ministry alone controls about half the country's 
hospital beds. There are also a number of private clinics and laboratories. Improv- 
ing health care in rural areas is an important priority of the Roldos Administration's 
integrated rural development strategy, and should emerge as a major spending priority 
during the early 1980's. The United States has traditionally been the leading sup- 
plier of equipment to the health care sector, although recently a strong sales effort 
by Western European firms has reduced the U.S. market share. The fact that many Ecua- 
dorean medical personnel have been trained in the United States is an advantage for 
U.S. exporters. 


Investment Opportunities 


The Government of Ecuador welcomes and encourages foreign direct investment, particu- 
larly in export-oriented projects or ventures that would otherwise further the objec- 
tives of the 1980-84 National Development Plan. Ecuador offers various tax and other 
incentives to incoming investment, with the more generous incentives available for 
investments established to manufacture or process products for export, or for invest- 
ments located outside the Quito and Guayaquil areas. Ecuador has demonstrated a cer- 
tain pragmatism in applying the more restrictive provisions of the Andean Pact Invest- 
ment Code. CENDES, The Industrial Development Center of Ecuador, assists prospective 
investors by making available or conducting feasibility studies. 


Except for certain past disputes with various petroleum and natural gas companies 
from the United States (all of which have been resolved to the satisfaction of the 
companies involved), the climate for foreign direct investment in Ecuador has been 
generally positive and hospitable. Investors from the United States in Ecuador's 
extractive sector (Texaco and City Investing) have various differences with the Gov- 
ernment of Ecuador and believe that they are not being allowed to make what they con- 
sider an adequate rate of return. On the other hand, U.S. investors in Ecuador's 
manufacturing, food processing, tourism, banking, and other sectors appear to be 
generally pleased with their operations in Ecuador, although there remains a degree 
of hesitancy on the part of some prospective investors to make new investments here. 
This attitude is due in part to private sector concerns that the Roldos Administration 
has not fully clarified the "rules of the game" regarding private investment. Last 
year's effort by the Ecuadorean Congress to expand public sector control over the 
pharmaceutical industry also gave rise to a certain amount of unease on the part of 
the private sector. 





For Further Information 


The Embassy in Quito and the Consualte General in Guayaquil, in 
cooperation with the Departments of Commerce, Agriculture, and State 

in the United States, welcome the opportunity to assist exporters, 
investors, and others from the United States interested in broadening 
U.S./Ecuadorean commercial relations. Those in the United States 
should make the nearest District Office of the Department of Commerce 
their first point of contact. Besides providing general briefing 
materials, the Department of Commerce Trade Specialists can provide 
both general and specific information and assistance, such as the 
Previously mentioned Agent/Distributor Service, credit reports on 
individual Ecuadorean importers or prospective agents, recent market 
research studies, and guidance on the upcoming trade missions, 
technical seminars, and catalog shows that are scheduled to be held in 
Quito and/or Guayaquil. Available publications include the February 
1979 Overseas Business Report, "Marketing in Ecuador" and the 
Embassy's July 1980 "Investment Climate Statement." The Country 
Specialist for Ecuador in the Department of Commerce's International 
Trade Administration and the Foreign Agricultural Service, USDA, can 
also be valuable sources of assistance. Business visitors to Ecuador 
are invited to make an appointment to meet with the Foreign Commercial 
Service Officers assigned to Quito and Guayaquil, the Embassy's 
Agricultural Attache, or the Embassy's Economic/Petroleum Officer. 
Such officers are prepared to offer all appropriate assistance, 
including making available government facilities for small trade 
promotion events, suggesting possible appointments and contacts, and 
providing general and specific information on commercial and economic 
matters. 
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